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INTRODUCTION 

I'lease state X O U I -  n a m e  a n d  business atldi-ess. 

My naiiie is C:lia~italc LaC kly bubincss adtlrcss is 1166 z\venuc of ihc .Atncricas. 

Ne\\ Yot-k. NY. IOi)36. 

What is your run-ent position? 

I ani a Vice President with National Economic Research Associates, Inc. ('"ERA"). 

Please summarize the professional qualifications that have led you to take a position 

at NEIL%. 

I lioltl a B. Soc. Sc.  with Honors ill Economics (l9S3) atid a H . A .  with Honors i n  

Mathematics (1984) fi-om the University of Ottawa (Canada). I hold an M.A. (1986) and 

a P1i.D. iii Ecoriotnics (I 991) h m  tl ic C'rrivcrsity of  \Vestcm Ontario (Ca11xl;1). During 

my doctorate. 1 specialized in Industrial Orgariimtion, Public Finance aiid Game Thcury. 

Game Tlleory is thc technical basis for tlic tlicory of ii~ictiotis. I irwrkcd under the 

supci-vision of two of  the most wcll-known auction tlicorists at the time, I<. Preston 

McAfke and John Mcblillan. K. Preston McAfce is  now J. Stanley Johnson Professor of 

Business_ F;coriotnics atid Managcmenl ;it tlic C:alifomia Inst i tutc for 'fcchnology 

(Pasndcn;i. ('A). .Iolin McMi1l;in is rion .Tunatlian B. Lev-clacu Profussor o f  Ecoriomics at 

Stanford Ilniversity (Palo Alto. CA) .  

For niy doctoral c1issert;ition. I developed novel ~ a i i i e - t l i ~ o r e t i c a l  nioclclr to 

:inaly/.e wlicthcr iiiaikcr players can colliidc i i i  tiic pi-cwice of uncct-tnitity in  tlicir 

economic snviroiiiiient. One of the niildcls tliiit I dcveloped applied this zener21 thenic 

specifically to niarhct players part ici l iat ine i n  aitctions. This work of  my docioral 
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dissct-tatioti ful~lilctl the basis l'oi~ Lint uI' 111) pt~ufcssioiial papers. \\hieti \\as piil~lislicil 111 

one pi t l ic I cx l i i i~  ccntintiiic jouiiials. the l<..l;\l) , / i > i i i - i i i i l  qfEroriorriic.c. 

Brock Lltii\,crsity (St. Catliaritics, Caiiada) hired mu to a r ~ l l - t i ~ i ~ e  xadet i i ic  

position bciure I Iiad completed my P1i.I). I subscqucntly Iield ~it-ioiis  full-time academic 

positions at the University or  Ottawa (Ottawi. Canada) and the University 01. Alberta 

(Edmonton, Canada). as well as visiting positions at the University of Toronto (Canada) 

and the Universitat Autononia de Bat-cclonn (Spain). 1 received tenure in 19'16 atid I was 

promoted to the i-ank o f h s o c i a t c  Prol'essot- iii IOOS. I \vas the primai-y (at tinics the only) 

specialist i n  Game TIlcor?. i n  tlir Ucp;irttnent \vhcrc I taught and conducted research. 

Every year I taught Game Theory and Microeconomic Theory to both undergraduate and 

doctoral students, and I supported c o l l c a p c s  who did research that incorpratcd gamc- 

theoretical concepts. I conduct4 oi-iytnal rcscarcli i n  both ecoiinniic theory and economic 

policy. M y  research was grotiridctl i i i  gunc  Ilicory and i t  incl~rded work i n  auctions. I 

piiblished more than a dozen articles i n  rcfcrecd academic journals, includcd i n  the 

Ainericmri Ecoiioinic Kevieiv, the K/l,\'O ./i~iirriirl of Ecorioriiirs, (;riiires u i i d  Ecoiioniic 

l ~ e l r ~ i ~ ~ i ~ i r ~ .  and The Eirergi. .Joiirrid I prcscntcd rcsults of tny research at workshops and 

conferences, nationally and intcniationally, iticluding incetings of the I~iterriiirmrd 

Associiitiori ,for E r i c r ; ~ ~ ~  Ecorioriiic.s, ;itid meet ing  of the Eroiirmetric Socic,r>.. I rcccived 

the John Vanclerkamp Prize fur tlic hest iirticlc in (;iriiiriiuri Piihli i .  Polic>~L4iifi/i.,vc ilc 

poiitiqt~c.~ in the year 2000 [or an ai~ticlc eo-witten with two o i  my colle:iguzs at t h e  

University of  Ottawa. 

. .  

On the hasis of m y  expcrtisc in the tliecxy of auctions and in thc iniplenient;itioii 

of auctions. in 1907 I \\:IS o i f c i ~ i l  ~ l i z  h<?tii)i~ of l ioldii ig the T.1). MilacDonald C h i r  i i i 
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Itidustrial Economics i i t  t lw Cat~adiai i  Coliipctitioti Butxau. T l ie  Cattadialt Cotiipetitiuii 

Bureau is the equivaleiit of- t l ie aiititrttst di\.ision at llic Dcp:itmicnt of Justice. The 7-.1). 

M~tcDotiald is a one-year visitin2 positioii that is offe~wd to otic oittstmditi: Canatiian 

academic eiicli year. Ilie Coiiipetition Hitrexi at that time needed expel-t advice before 

impleriienting Canada's first aitctioii for spcctrum licenses. (A  spectrum l icerise grants to 

its holder the right to use certaiti frequencies of the electromagnetic spcctnini to provide a 

communication senice. such as cell phone senicc.) The Canadian government \\'as 

considcriny whether to  follow the  lead o r  the United States' Federal Communications 

Commission. In 1994. the FCC had started auctioning on- spectrum licetises and, 011 the 

advice of auction theorists such as Preston McAfee and John McMillati. the FCC had 

used a novel auction fomiat, called the Simiiltaneous Multiple Round ("SMR") Auction. 

The Canadian government wanted advice 011 itsiiig n similar design and wanted advice 

regai-ding enhancing any aspects ol.tIic design that  could discourage collusion. As lioldcr 

of the T.D. MacDonald Chair, I provided advice regarding the design of Canada's 

upcominS spectntni aitction. I also pi-ovided advice on various antitrust matters, including 

a competitive assessnient for a merger and  advice i n  n price-king case. 

Starting in 19%. I provided constilting advice on aiictiotis and on antitrust matters 

oil a free-lance basis. I providcd additional advice to the Canadian govemtneiit 

cmcetmiiig tlie design of the first slicctiriiii iiiictioti. I a lso  pro\:ided advice on antitnhst 

iiiattcrs. including tlic drali of Canailiati liitellcctiial F'ropct-ty Enibrccmcnt Guidelines. I 

also provided bidding advice to EPCOR l~:tilitics l i ic .  ("b:PCOR"). In the stttimict- of 

ZUOO. EPCOR \\;as biddiny to huy  Power Purchase Aycements in a siniitltaneous 

i i i i i l t ip le round auction similar to tlic itiiciioii foiniat that I i : t i l  bceii used for the sale of  
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i~ound~liy~rouird hiddins support. 

On tlie hasis of tiiy cspcrtisc iii tlic tlicory a n ~ l  iiiipluiii~.iitotioii u1~;~11c1iuiis. I was 

hi-ed b y  KERA i n  2OOI to providc xlvicc mainly to ciicryy C I I L ' I I ~ S .  

Please summarize your consulting experience since yoii joined NERA. 

My consulting experience at NERA has consisted of providing conceptual advicc on 

atictiori d e s i g ,  of providing dctailed pi-actical advice re@ing the implementation of 

aiictiotis. and of managing solicitation processes. 1 liavc provided advice 011 a l l  aspects of 

auction design. including tlie type of  auction fomiat. the infortnation to be revealed to 

bidders. and the way in which winning hid priccs arc deteniiined. I liave written detailed 

rulcs for auctions and othcr ~01icit:itioii processcs, based 011 m y  expertise in thc theory of 

so iiiictioiis and on the ol>jectives that tlie auction or solicitation was iiieiiiit 10 achieve. I 

S I  I iave pi-ovidctl advicc on the implementation of  auctions and the tnanagcment of 
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solicitation processes with a vicw to iiiaxiniizing the si~ccess of such auctions, iiictudiiig 

putting in place and designing bidding procedurcs. preparing training materials for 

biddct-s. and iisiiig bidder co~iitiiciits t o  finalize solicitation documents. I have managed 

various solicitation processcs, perfomiing bidder qualilication, and managing the hid 

subniission and evaluation process. 

More specifically, my iiiiiiii ciigaxeiiients ;it YERA havc been as follows. 

For cech of tlic past four years. I have hccn Auctioii \:lanagel- for the Basic 

Gcncration Service auctions in New Jersey on behalf of the four New Jct-scy Electric 

Ilistnhution Companies. Atlantic City Electric d,Wa C'onectiv Powei- Ilclivery, Jerscy 

Ccn~riil Po\vcr 'C Light, Puhlic Service Electric K. Gis. :1m1 Rocklarid Elcctric. l'liesc 
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auctious have itt\oltcd  lie ptiirliasc of S j  biiliori of c'lecLric sttpply for a l l  dcfmlt 

custoniers of the state o!'Nc\\ Icrseq. I \vas pan oi' h e  tc;im that  (oi-isitially designed 311 

cIcnicnLs ol' tlic aiiclioli process, including 1115 clioicc O i  a clock aitctioti as h e  auclioti 

fomiat and the detailed rules [or tlic aticti~ii. tlic association and confidential infomiatioti 

rules to eiisurc the independencc of bidders, the design of a stantlard contract, the 

selection of product as vertical tranches of full-requirements service, the rate desigi to 

translate auction prices into retail rates, as well as the qualification procedures and the 

application fonns. Every year since the inception 01 this auction process in  2001. I have 

provided regulatory srtppoit to tlie t3ectric Distribution Conipanies ("EDCs"), helping to 

prepare filings for the New Jersey Board of Public Utilities ("BPU"), responding to 

discovery, cvalitatins proposals from other parties for clian~es and iniprovemcnts to the 

process, preparing coniiiients, and presenting testimony 011 the benefits of the auction 

process. 

In each of these years, I have managed tlic New Jcrscy statewide auction process 

on behalf of the E I X s  and the BPU. I have responded to bidder questions; maintained a 

web site to provide infortnation to biddcrs including final solicitation documcnts, rate 

design tools and data necessary to preparc bids; prepared and led training sessions for 

biddcrs; prepared protocols for the review by tlic R P L k  Auction Advisor that describe 

ho\v tlic auction process is run; led the process to qualify bidders; trained personnel and 

established all systems and infrastnicture neccssaiy to run ~ l i c  auction: adiiiiiiistcrcd the 

hidding procedures hy  which bids arc received and proc et1 i n  accordance with 

protocols approved hy  the BPI:; and. finally, provided hriefinys and reports to the BPU 

conccmiii~ tlic central aspects and results of the a11c1ii)n pi-ocas. 
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Aflcr each aiiclioii; I liavc adviscd tlie EDCs coiicct~~ii~rg potenlial impioicnicii~s 

to the at ict io~i  proccss~ 1 have p:it~ticipared in discussion \vith BPU Stiff mid the EDCs 

regarding tlicsc potential iniii i~ovemctits. I assisted iii developing a liling for ~ l ic  following 

year that incorporated changes for tlie ncxt aiictioii. 

I n  2004. I was retained to serve as Indepcndent Auction Manager for the 

FirstEncrgy Companies' Competitive Rid Process ("CBP") in Ohio. The Public Utility 

Coniniission of Ohio ("PUCO") had oi-dercd the FirstEnergy Companies ("FirstEnergy") 

to hold a clock auction, similar to tlic lomi:il used i i i  New Jersey, as a market lest Cor the 

Rate Stabilization Plan filed b y  FirstEncrgy. The PUCO had the clioict. between. on the 

one hand, accepting the results of an auction to procure ftill-requirements service for 

FirstEncrgy's Standard Service Offer Load (about IO.000 MW) for the period beginning 

Jaiiriiii~y I, 2006 to Dccemhcr 31, 2008 antl, 011 the otlicr liand, I-ejecting the auction 

results in which case E'irstEnergy's Ratc Stabilization Plan Pricing would go into efkct. I 

provided advice regarding tlie necessary modifications to the nuctiori fomiat, wrotc the 

detailed auction rules. provided advice on credit and contract issues, and designed a 

bidding procedure tailored to the timelinc and the size of the auctioii. I respoiided to 

bidder qitcstions; provided advicc on tlie structiirc or  a web sitc designed to provide 

infomiation to bidders including final solicitation documents, rate design tools antl data 

ncccssary to prepare bids; prepared ;md led ii bidder inhnnation session: prepared 

protocols fhr  the review by the PUCO's Auction Advisor; led the process LO qitalify 

bidders: trained personnel and established a bidding procedure adapted to tlic 

requiremenis of tlic Ohio auction; and pro\-idcd a conipletc factual rep011 to tlie PUCO at 

the cnd oftlic :iiictioii. 

G 
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hi 2003. I provitled advice to tlie Coiiiiiiissioli o r  1:iicrgy Regulation in lrelaiiil iii 

their solicitation for new yeneration capacity. The clb.jcctive \ w s  to hriiis at least 300 >I\'? 

u t  nmv capacity into opci-ation to incct. ;LI t he  carliest date t ich ie \  ablc, a capacity iced 

anticipated for 2005. The succcssfcii bitlikr(s) \votiId win the right to cntei- into an 

agreement for up to ten years tliat provided revenue support fot- their generating facility. 

I provided advice 'in designing a solicitation with the objective of selecting the most 

advantascous group of generating facilities, taking into accoiint their- anticipated 

coiiiiiiercial operation dates, tlie aiiiouiit of c:ipacity brou$it to market, thcir location, and 

tlie ovcrall reveiiue requirement of each plant. I l ie  solicitation \vas a Request  for^ 

Proposal ("RFP"). I provided advice on the financial qualifications that bidders had to 

~iicct, on the iiieastires that were necessary to foster co~npctition, and 011 the  valuation of 

tlie bids. I provided advice on dralts and on the final versioii of the solicitation 

documents. 1 was part of thc cvaluation tcam, playing a major I D I C  ill the fii lancial 

evaluation of bidders. Since 2001, I llavc also bec11 providing similar advice tu the 

Ontario government (Canada) in their on-yoing solicitations for new conventional and 

rcncwablc capacity. 

In 2003, Jersey Centl-al Power & Liylit proposcd to the RPU a pilot program by 

which its residential customers could obtain green cncrgy at the Basic Generation Service 

pricc. I nunagxl the RFP that  was conducted for the procuremeill of t h k  c p x n  encrsy. I 

presented JCI'&l-'s proposal at various regulatory meetings. I worked with irltci?-eiicrs to 

exaniinc various alternative proposals for thc procurement of Green BGS and to choose 

the proposal that was most likely to Icad to a successful pilot program. I ivorketl w i t h  

JCP&l. and thcir nttoi-neys to finrilize the BCS-Grccn continct tllat the \vinni l is  sr~pplici~ 
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bidder qoestions. I m a n a ~ e d  thc hid c\alttiitiuii process. inclocling tlic qualification of  

bidders ;tnd the comparisoti or the bids. I prepai-cil a full hctual rcpot-t for thc UPL:  

presenting the resit l ts ofthe solicitatioii. 

NERA has been retained on other occasions \\ticre I have been called lo providu 

advice on auction design and implementation, most notably by the Northeast ISOs (PJM. 

the New England ISO, and tlie New York ISO) to provide advice 011 thcir capacity 

market; by the Infoconim Devcloptiicnt Agency of Singapore to provide design advice 

for thcir ZG and 3G sl~ectrum auctions: and by the Balancing Pool of  Alberta (Canada) to 

providc :idvice on thc sale of Power Purchase Agreements that had gone unsold i n  thc 

2000 auctioti. I have providcd expert testimony on the iise of sealed bid auctions (i.e..  

RFPs) for the sale of generation assets, and 011 the benefits of  clock auctions Tor tlic 

procureniciit or supply for BGS customers. 
, .  

174 (I. What is the purpose of your testimony'? 

175 A. 

I 76 

177 

178 

I79 

I R O  

ISI that my tcstiinony: 

1 s 2  I .  
Is.: 
I s4 RFP procc 

As set forth in tcstimony sponsored hy Arnercn witnesses M r .  Craig Nelson. Amercn is 

pctitioiiitig tlic Illinois Commerce Commission ("ICC") to ai~prove an auction process Tor 

t l ic purpose of procuring supply for the load of its BGS customers. i\meren's decision to 

recommend this procurement method results from, iurc!- dio,  its rc\..ic\v of the New 

Jersey BGS auction process and irestilts and its participation in tlie Post 2006 procurmieni 

workshops associated with tlie ICC's Post 20(lh initiative. Counsel for Amercri requested 

Explain the ativanta%es of an  auction process in dctennining riixkcl 
RII  valuc and pricins \\'lioles;ilc procurciii~iit :ind cumpare 311 nuctiuii ~ I - O ~ L ' S S  

S 
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Describe the key elciiients uCthe Ne\\  Jersey BGS aiictioti proccss aid 
I i v n  tlint process is implementcd: 

Revie\\. tlie cotiipctit ivc s:ifcgiiai-ds i n  the Ne\\. Icrscy MYS ;\iictions 
and those included i n  i\nicrcn's i i i ictinii proposal; 

Provide 111)' uiiderst:iridiny of the dctai ls of the Amercii proposal: 

Elaborate 011 the tlekiils of Iiwv. iisin:: tlie clock auction foniiat 
included in the Amcrcn proposal. the bids are processed and the final auction 
prices are dcmiiiined; 

Offer my  opinion oii wlietlier the Amereii Illinois BGS auctioii 
proposal meets its objectives anti includcs the ele~i~e~i ts  necessary for- a successful 
prociiremcnt pl-occss and e \ u l u a t c  \\-licther, if Ameren and Comii ionwci~lth Edison 
seek to implement different contract tenn stnictures, this \vould he likely to have a 
negative impact on the auctions. 

M y  testimony is structured to address c:icIi ofthcsc topics iii turn. 

H a v e  yoit advised Anieren in developin:: tlir Competitive Frociiremcnt ,\uction 

Kules included in this filing? 

Yes, I have. 

OPEN AUCTIONS CAN I.EAD TO SUBSTANTlAI, ECONOMIC BENEFITS 

In describing how you had come to be named T.D. &lacDonald Chair, you 

mentioned that the Federal Communications Commission (''KC:'') started to use 

auctions in 1994 to assign spectrum licenses. \\'hat was the main method used hy the 

FCC' prior to 1994? 

Prior to Conyrcss votin: to ;iIlo\v tlic FCC to iisc aiictions to allocate spectrum licenses, 

tlic FCC niainly assigncd licenses t l i i m u ~ l i  ii "bcauty contt'st." ' l ' e l c c o i n ~ i ~ i ~ i i i ~ ~ ~ t i o t i s  

compniiics that waritcd to bc considctml for ii spcctinim l icci isc would file an .ipplica[ion. 

typically presentin: their c ~ p e i - i e i i c c .  tlii'ii- q i i i i l i  l icntioiir. and their husincss p1;iii Cor the 

dzvelopmsnt of the license. The FCC' n oii l i l  hold hcarings to compare the pi-oposds m d  

choose tile \viniicrs h x e d  on tlic quality of ~ l i c i i ~  p i - iopo~als .  
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(mtlirr tliari zising ;~drninistrative lieariitsy);' 

I n  m y  k v .  the  main r c a s o ~ ~  \\as to cncourag  an elficicnt dloc~~tioii  of rcsoiit-ccs and 211 

efficient use of  tlie spectrtini. 

X decision made on llic basis of comparative hearing is based oil each compan>~'s 

own description of its business plan. Allocating spectrum based solely on the companics' 

description or  their business plan nieans that slicctriiiii allocation likely would be based 

niorc 011 appeal-anccs tlian on suhstancc. The decision process might not lead to ini 

efficient allocation or spectrum. 

In contrast, in an auction. the lii&cst bidder wins. l'he company willing to make 

the highesl bid is generally tlie conipany that expects tlic hi&st profit. I n  a \veil- 

designed auction \\-here all bidders pat-ticipatc oii an eqtial footing, the company that can 

iise tlic spcc~nnn resource mist cllicicntly to provide sm'ict's to c~~stoniers is the 225 

company that cspccts thc. liig,l~cst profit. Companies that are less efficient have less 

headroom to hid up the pnce of the license and still make a rettini on their investment; 

companies that are inore efficient tiii~e n i~ i - e  hcadroorn and can bid higliei-. The auction 

selects the most efficient provider of scrvices for customers. 

Can you please describe the auction format used by the FCC:' 

The a i d o n  ibrniat selectcd h y  t l iz FC'r was the Simultancous blultiplc Round Auctioii 

(also called thc Simultaneous ascend in^ Auction). 'This auction fonnat is i! 

sinitiltancotis" auction because scveral related i tems ai-c niictioiicd and sold at the sunie 

time, / .c . ,  simoltaneously. For cxainplc. the :iuction format could be used to auction 

miiltiplc spectnim licenses foi- liioviding n ~ i v e n  scn'icc (c.g.. tw'o-\\;iy paging) hu t  in 

,I 

I ( I  
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various geoyraphical Iocatiws. TIiu auction Coolniat l tas t i i i i l t i pk  rounds. In a rottiid. 

bidders submit their bids on the licctises that  they w i s h  to iicqitire. The I-esults art' 

talntlatcd includiug, for a Zivcn licc'nsc. the  Iiighcst bid and thc identity of the biddct- \\ho 

made thc highest bid. Bidtlcrs are ipi-o\.idc.d with information rcgir~clin~ the Irestilts of the 

round, \\hich i n  some auctions includes the identity of t l ic highest bidder. Bidders then 

are invited to hetter their bids in the next round. The auction ends when bidders are no 

longer willing to better their bids. so that a single highest bidder is left for each liccnsc. 

Did tlie FCC seek advice from auction theorists in selecting this format? 

Yes .  the FCC and other intercstcd pal-ties sought the advice ofgaiiic theorists specializing 

in auctions. The FCC sought advice from Professor John McMillan. The main 

telccommitnications companies, and other governmental agencies. also sought advic.c 

from Same theorists specializing i i i  auctions including I'rolcssor Preston McAfce, 

Professor Paul Milgrom (cuisently iit Stanfbrd I!niversity) and I'rofessor Robert \vilsoti 

(currently also at Stanfoii). 

Why did auction theorists recommend the Simultaneous R'lultiple Round Auction 

for the sale of spectrum licenses:' 

'l'hc reconinieiidiition for a multiple round structure was based on auction theory. In a 

multiple round stntcture ~ also called an "open auction" ~ biddct~.: learn by getting market 

infomi;ition during the auction and hiddrrs c a n  adjust their I d s  on that basis. l'hc 

additional information that bidders get during tlie :im3ioii reduces lhc urrcei-tainty that 

biddcrz face re+rdinZ the value of the licenses and regarding [lie competition that they 

arc facing. This reduction in uncertainty ~ cnniparcd to an aitctioii with a single round or 
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ivit l i  ii simplc t\vc>-st;iyc s t t~~ctui~c ~ leads to i i i o i ~  aggrcssivc bidding. The pi-ices in the 

auctioii tlieti bettei- rellect the hidtlers' rlsscssiiient oi'rnat-ket u h e .  

The ~-ccoiiiineiid;itioii to iisc a s i ~ i i i ~ l t i ~ ~ ~ e o ~ ~ s  auct ion ~ iiii aiicrioti i n  \\-liich all 

availablc licenses to proviclc a given sei-vice are sold at oncc ~ \vas also supported by 

economic theory. I n  such a structure. bidders can pursue a spccific business plan that 

would require the aggregation of particular licenses. Foi- instance. if a bidder has plans 

that rcquire licenses in contiguous p x p p l i i c a l  locations. the bidder i n  a siniultaneous 

auction can bid 101- all those licenses at once, and i f  in the course of the auction one 01- 

niorc of these licenses becorncs too costly fi-om that bidder's perspective, the bidder can 

go to a backup pian and modify the licenses that the bidder wants to pursue. Similarly, if  

;I hidder wants to establish itself iii :I given geog:I.apliiciil location and several basically 

identical l icen~es are available Tor that sanie geographical loca~ion, and these licenses arc 

all on offer simtiltaneously, the bidder can seIcc1 tlie Iicc~ise that is most affordahle in any 

given round. The rnultiplc round stnicturc and tlic siiiiitltuicous sale of  licenses togethcr 

allow bidders to arbitrage away any iinwanantcd price differences among similar 

Iicciiscs, ensuring that all similar licenses arc ~ a l u e d  i t )  accordancc with the market. 

Does the Simultaneous Multiple Round Auction have other advantages in your 

opinion? 

Yes, ll docs. Compietcly iinlikc the  administrative pioccss that used lo d ~ t ~ r l l i ~ l i t ?  

spectniiii allocation. the Simultaneous Multiple Ronnd Auction 113s very \vel1 defined 

rules. The highest hid wins. (It  is t i le highest bid pivcn thar this is an auction in which 

hiddcrs are buyins t were :in auction in which hidtlers arc supplying. like the auction 

proposed to pi-ocurc supplv for Amci-en's ciistomcrs. tlie Io\vest hid \vould win.) Ridtiei~s 
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2s I know exactly \vIi;it they have to do t u  \\in. a i d  si\ CII  llic bids subniittcd by  biddcrs 0\ e i ~  

the course of the rounds, only one fiictot- is used to dctemiinc tlic \\ iniiers. This fcatiirc 01' 

the Siniiiltancous hlultiplc Round Auction is oftcn ~-~-li-~-red to as "tr;insparcncy." 

Althougli tlicre are many different clefinitions o i  transp;ircncy i n  many contexts. in an 

auction contest, a process is transpareiit if bidders unrlerstaiid and can observe d i e  

process by which winners are chosen, and if bidders understand and can observe the 

process by which thc final sale price i s  deterniined. 

When the aiiction forniat is transparcnt, i t  is likely that bidders \vi11 perceive the 

auction forniat to be fair. No one bidder is advantaged in the auction process by virtiie of 

who the biddei- is. To the cxtent that well established players in the market. or larser 

players, or  affiliates of the irtilities ai-c not favored, this featore ciicooiages sm;iller 01- 

newer players to participate. 

You mentioned that Canada was considering using the same Simultaneous Multiple 

Round Auction format for its assignment of spectnim licenses. Did Canada and 

other countries adopt this auction format for the assignment of spectrum licenses? 

Yes. Fot~ those licenscc that Canada has assigncd by auction, Canada has used a 

Siinultancoiis Multiple Round Auction forniat. Howwer. i n  Canada spectrum licenses are 

not necessarily assigned through auctions; sonle are, while others arc ass i~ycd through 

administrative decision. and still otbei-s are awarded on a fit~st-conic first-served hasis. I t  

depcrids on the services to bc provided. 

Other c~uiitr ies  ha\^ adopted this auction fomiat ;is well. Othei- than the I -.S. :ind 

Canada. I ani aware of 21 other cr)untrics where Siniultaiieous Multiplc Round Auctions 

I i w e  hccn mcd for tlie salc ofspectrum. (SCC Resp. Ex.  0.1 iittacli.4 to this testimony). 

13 



the sale of spectrum'? 

l'cs. 1 \wuId. bVit l i  the U S .  ltat.iiiy Itelii 5.3 itiictioiis si i ice IWt usin:: this foniii i t  (set, 

Res!'. E x .  6.2 attached lo th is tcslimony). aiid with over LO ccniiitt-ies also liavins used t h i s  

famiat, the Simultaneous Multiple Round Auction fonnat tias no\\; w r y  tiiLlcli beconle 

accepted. 

Was the auction format used in each of  these instances exactly as it had been first 

designed for the FCC? 

No. As one would expect, practitioners and auction tlteorists have responded to results of 

previous auctions to rcline and improve tlie auction fornmat. as well to tailor the auction 

fomiats to deal with spccilic circiiiiistanccs and ob,jcctivcs. 

'Ihct-e have been se~e ra l  ituiouations. One series of innovations ccmceiitrated on 

simplifying the bitldiny for biddcis and on rcduciny any ability that bidders would have 

to signal their intenlions to each other through the atiiou~tts of their price bids. Thc initial 

innovation was to introduce "non-discretionary bid increments." In this variant of the 

Simultaneous Multiplc Round Auction, instead of' having biddcrs decide tlic pricc amount 

of tlicir bid pi-iccs on cacti license, the Auction Manager suyycsts a fixed number o i  

prices (typically, 9 different pnccs) for each license in a round. The bidder chooscs irom 

this nietlu tlie price at which i t  is r d y  10 acquire l l i c  license. if any. Tlic FCC uscs this 

variant almost cuclusivcly now 

. .  

A second innovation was to limit the nuniher of sugscstcd prices to one. Ritldet-s 

then just decide whether nr not [hey are willing to accept the price sus:estctl by the 
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3-17 Q. C:tn you provide eaarnples or wlieil and nliere open auctions have h e w  u s e d  iit the 

energy sector? 

I n  t l ic  United Statcs. tlic t ' lectt~ic L)istriliution C'ompanics it1 h'cn Jcrscy I I X C  l ic ld opcn 

auctions to procure iitll-I-equirciiictits supply f;x lhcir basic picration customers. These 

auctions werc held annually in 2002, 200.3, 2004, and 2005. The FirstEneryy Companies 

have held one open auction to test their rate stabilization plan. 1 discuss the New Jersey 

and First Enersy auctions in other portions of my testimony. More than t\vclve open 

aitctions have been mi i n  Texas since 2001 to sell capacity cntitlements kom tlic plants 

of Power Gcneration Companies ("I'GCs") affiliatcd witli the utilities. 

Around tlic world> Electricite de France ("EdF") uses open auctions to sell power 

purchase arrangemcnts and virttial powct- plants. FdF started using this auction method 

in  the Fall of2001. I t  Iiolds four auctions e\wy year and has held iipproxiniatcly fourtccn 

auctions to date. The Dcparlnicnt of Kcsout-ce Ikvclopment in Alhctta (Canada) has held 

an open auction to scll Powcr Purchase At1-angenrcnts i n  the s~in~nler  of 2000. 

In the context of RGS procurement for the Illinois utilities, do you believe that the 

open auction as proposed by Ameren has significant advantages over using ii sealed 

hid RFP process? 

Most definitely. A s  I stated earlier, open auctions are likely to provide important 

economic benefits i n  contcxts sitclt :IS BGS procurenlent for the Illinois utilities and opcti 

auctions are likely to have significant advan ta~cs  over tlic use of ii scaled hid ("RFP") 

process. 

Q. 

A.  

In general in  ail open auction, bidders :ire pro\.ided wit11 market inf(~miation round 

hy round. and b i d c h i  can revise tlicir bids aiid rc-;idjust their hitlding stratc:!: on that 
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basis. T l i i s  is i t i  coiiti~ilst to aii RFP, ~11cre bidders tiitis1 tirakc all decisions t~gat-ding 

their bids and their strategies before submittins [licit- ~iro~~osit l .  and \\here bids ai-c 

geiierally o\*aluatetl without hiddcrs having tlic llcsibility IU rcvisc tlieir 0freI-s in  light 01  

new 111 arkel i 11 form at io ti. 

hi the open auction that Ameren is proposing. bidders are provided \rith market 

infonnation round by round. Bidders are provided with the relationship between the level 

of prices and the level of excess supply in [lie auction. This infonnatioti is valuable to 

bidders, as i t  can be the basis for revising bids atid rc-:iligning bidding strategy as needed. 

For cuarnple, a biddet- Ihat had fortiietl cxpcctations before the auction about the final 

price for a product may well find that this price has been rcaclied while there is still 

cxccss supply ~~ perhaps subshntial excess supply l e l l  in the auction. The bidder will 

realize that the rest of the market has assessed futiire market conditions differently or has 

becn able to assemble the powcr products reqctired for fi~II-reqttircments service iiiorc 

cheaply. Receiving market itifonnation round-by-round is valuable because all bidders 

are independently assessing similar market risks and opportunities. In this case, the 

biddcr ltas the ability to re-align its expectations in light of llic judgment of the rest of the 

mat-kct or to revise its business plan so as to ;ittempt to cut costs to be able to compete. 

The ability of the open auctions to deliver valuable infomiation to bidder. and tlie 

flexibility that bidders Iiave to ~-e-adjiist their bids in the light of riew inlomiation lead to 

Important cconomic henelits. Hiddet-s face Icss itnccrtainty than in an KFP process in 

\vhich they would have to bid without the bencfit of fliis valuable infonnation. 'The 

tlexibility to re-iidjiist bids takes away some of tlie ~ i i c s s  work in biddin: that is present 

in :in RFP. U;hen bidders facc less oncer~tainty :itid pcsswork. bidders Iiave iiiorc 



cotilidencc a i d  tcnd to hid iiioi~c aggressively. Biddet-s tcnd IO be more \vi l l i t ig to siipply 

at lower pt~iccs. 'This aygircssiw hidtliii: rcstilts in pt-ices tliat are niclre conipetitiw atid 

better for cotisimcrs. l'his is :in iiiipot~~ant C C U I I O I ~ I ~ ~  beridii of open auctions in this 

context. 

h second important benelit ol' open auctions in this cotitcxt is that thc auction 

tends to select the most efficient providers. Because the auction ends when bidders are no 

longer willin: to better their offers, the bidders \vho do win at tlrc end of the auction are 

those that arc \villing to serve the load at  tlic l m w s t  prices. Suppliers who arc less able or 

willing to takc 011 the risks of set-ving the load at a yiven price will witlidnw frorn the 

aitctioo at higher prices. The bidders that reni:tin are niost l ikely the ones that can serve 

the load a t  tlie lowest cost and licncc 11;ivc tlecided to continiie hidding as tlie prices 

ticked down. Those w h o  are willing to takc on the responsibility of serving the load at 

the iinal prices do so with the tiill knowledge of the market infonuation that has been 

revealed during the auction with respect to market willin_rness to s t w e  at tlie prices 

prevailing during each round of the auction. 

Open auctions also have important additional economic benefits when several 

related p d u c t s  arc ;It auctioii. lhis is the ciisc fix Amcren. Amei-en will be seeking to 

procurc supply for several goups of its default ciistomers i n  the context of the BGS 

procurement process: (a) t<esidcntial and Smal l  Business ("K&SB") cttstoiiiers (undci~ 1 

MW); ( h )  I.;ii-ge Commercial ;ind 1nductri:tl ("I,C&I") customers ( I  M W  01- above) 

affiniiativcly electing a fixed price scn ice :  and ( c )  ctistoniers on :I real-time pi-icing 

service. cotisistiny of LC&l ctistoniers tha t  liiwc not elcctctl a fixed price service. In  the 

fit~st ?car. Amcren \vi11 be seekin: to procur? s ~ i p p l y  for its RSrSR customers i n  a inis o f  

IS  
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our-year, ~ o - y e a r ,  and three-yxir supply pct~iods so as to s:cp imo a three-ycar i-olliny 

procurement stritctitre. Supplies for t l ie otlicr citstotiicr youps  \wiitId he on ;I onc-year 

basis. Tlic loiicl for ;I sivcti citstotiim yoitp atid for a z i \ c n  supply period is a sepiiliiic 

product it1 t l ie  auction. incaning that a sitpplicr could hid t o  si\rve for example a 

portion of hmeren's RgiSB customers load for a three-year period. \vithout also beiny 

required to bid to serve a portion of the load of any other of Amercn's customers, or a 

portion ofthe load of  Atiieren's R&SR custoniers for anothcr tcmi. 

'The products in tlie Atncreii auction arc cleerly related. Some of  the wholesale 

power products that bidders will assemble to provide tlie full-rcquircmcnts sewice arc the 

same across al l  items. Some hidders will view one i teni  at the auction as a substitute for 

anothcr, mcaning that they are willins to hid on otic i t e m  01- the other. clcpcndiiig on the 

difference in the prices. For example, a hidtlct- may prcfer to hid on the load of R&SB 

eustnniers, but if the difference in the price bctwecii rhc load of RgiSB ciistoiners on the 

otic liaiid. and the load of LC&I customcrs on the othct- is sufficiently larsc, the bidder 

would want to switch and bid 011 the load of LCKrI ciistoniers instead. Other bidders, 

given their business plans, may v i m  one itcnt as complementary to one or several others. 

For esaniplc, a supplier m a y  prefer to bid ro win on hotti the Iiourly product and the 

product to serve LC&I customers at a fixed price so as to scme these customers 

rezardless ortlic class o f  sei-vice they elect. 

Wlicn several related products arc inclttdcd in tlie smie ;iiic:ion. otic economic 

henefit of the use of open auctions is t ha t  the pii that arc set will he ref lect ive of the 

market. In  an open aitcticiii. bidders see the prices as thev tick clown cvcry round. Bidders 

can. i n  rcsponse to those priccs. s \ ~ i l c h  t l i c i t~  hids from otic prmluct to ;another. The 



swi~ching iiieaiis tha t  tlic aucliotr sets pi~icc dirrcluitials t l ial  air  I-atioiial itlid iiiarkcl- 

driven. If a sap  in prices opens up. and ihis s i p  is not suppo~-tetl by the market's 

a~scssniciit of:! diffcinmce i i i  the cost ol 'scrvi~lg the products (>I- a diffcrcncc i n  risk, t l ic  

:ii~ctioii foi-nia~ naturally works l o  close the pi-ice s i p  to a market-sl~stainablc level. 

This is how the gap would close. I f a  sap opens up and a product is "over-priced' 

relative to others in a round. bidders would typically respond by switching their bids 

toward that higher-priced product and out of other products. Thc supply of the highcr- 

pi-iced product will rise and the supply of the other products will f i l l .  A s  a consequence. 

when prices are calculated for the next round. the price of  the higher-priced product will 

tick down while tlie price of the lower-priced products will hold steady or will tick down 

by R relatively smaller :mount. As a result, il price gap t h t  is not consistent with the 

market d l  iiaimw. Such a price gap wIll close over- the course of the auction to a level 

that can be sustained by tlie market and that results from a rational asscssineiit of 

diffcrcnccs in cost. ' h e  resulting prices will he rcllcctive of the market. 

A final economic benefit of thc open auction when there are several related 

products is that the allocation orsupply rcsponsihility over the various products proposcd 

by .4meren to scrve tho load of BGS c i i s to~~~cr s  is likely to he efficicnt. Because the 

auction allows bidders to switch from otic product to another in response to the prices 

they see. thc aticlioii pi~omotes the hest mntcli of product to suppliel-. A bidder will bid on 

a pi-otluct becausc i t  presents the best market oppoiliinity siwn the bidder's biisincss plan 

and ability to nianagc risk. 



Resp. Ex. 6.0 

460 Q. Do you beliew that the .+herei i  proposal for arr oprn auction is superior to the use 
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of a RFP process i o r  acquiring supply for BGS load? 

).cs. r\n R1.Y process \\-auld tint liiivc tlie adva i i t a~cs  u f a n  open auction that I l i a ~ ~ c  just 

explaitid. 4 scaled hid ~>rocess prcsci i ts hitldcrs with iiiorc uncet-tainty, as i t  docs not 

provide infomiation to bidders 011 thc basis of  wliicli thcy can revise their bids. A sealed 

bid process forces bidders to guess in preparing their bids as it does not tqpically provide 

bidders flexibility to acijust their bidding strategy and revise their busincss plan. A scaled 

bid process is not \vel1 suited to obtaining pi-ices that are retlectivc of market when 

multiple products are involved. A sealed bid process does not promote the best match of 

product to supplier or the selection of efficient providers. 

You have talked about the advantages of open suctions in tlre contest of acqniring 

A. 

Q. 

RGS supply. Are these advantages always present, so that open suctions are in all 

contexts preferahle to RIY processes? 
a 472 471 

473 A 

474 

475 
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477 

47s 
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481 

482 

No, I do not believe that open auctions arc always bettci-. N o  singlc auction design is best 

in all circumstances. The auction design chosen should he tailored to tlie circumstances 

and to tlic ohjectives of thc .situation. 

1 l iave explained sonic or  the circunistances \vhcre tisin% an open auciioii s t d i  

as the one proposed hy Amercn - would yield important cconomic benefits. Similarly, 

there are other c i ~ ~ c i ~ ~ i i s ~ ~ ~ i c c s  to wliich KFPs arc hcttcr suited. Such C ~ ~ C U I ~ ~ F I ~ I I ~ C ~ S  

include instances where the characteristics of  the product at auction are difficult [o defiiic 

in advance. Fcv example. 111 the sale of a ynerat ins plant. tlierc can he substanti:tl asset- 

specific uncertainties ahout physical condition, asset l i fe. pw,onncl costs. or  expansion 

possibilities. A i  ai icnt l i tx  cxample, in the procltrenlent of IICW capacitx. thcl-c can hi. 
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various husiiizss plaiis and wrioiis ~ypcs  or  pla i~ ls  that IIIUSI br compa~ed oil ~:II-I~LIS 

diiiiensioiis other than  price. A n  RFP allo\vs hiddcrs t o  submit proposals that ncldrcss 

thcsc tiiicei-taiiitics or these additional dinicnsions. Thcse arc c i r c i ~ n ~ s t i ~ ~ i c ~ ~  i i i  wli ic i i  mi 

opcn aiicti~n would not offer the Silllie cco~loliiic hciictirs and ill which ali0thUr type of 

conipetitive process such as an KFP may be more likely to deliver the best outco~iic. 
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i n 2  

503 111. 

504 lI1.A. 

Are RFPs still commonly used in the energy sector'? 

Yes, I helieve that RFPs do remain a coiiinionly used auction roomiat in the energy sector. 

RFPs typically are used fo r  the sale of generating assets and for thc procuremenl 0 1  new 

capacity. RFPs also sometimes are used for the procui-enient of supply for default 

customers (as in Maryland and the District of Columhia as well as in several Ne-, 

England states). 

Are there circumstances in which you personally liave recommended or testified to 

the advantages of an KFP process over an open auction process? 

Yes, I Iiavc. I have tcstifiecl on behalf of Texas NewMexico Powei- Company that the 

choice of an RFP process for the sale of a  enc crating asset was appropriate and that the 

use of an open aiictioii would 1101 have been beneficial. 1 have advised Jersey Central 

Power & Light in Ncw Jersey to use an RFP process to procure supply for tlieir BGS- 

Green pilot program. 1 have advised the Commission for Energy Resulatinn i n  Ireland 

arid the Government of Ontario (('anada) on the use of an RFP  in  tlieir solicitntion lor 

iiew capacity. 

KEY E1,EMENTS OF THE NE\V JERSEY BGS AUCTIO& PROCESS 

Legislative and Regulatory Background Leading t o  NEW Jersev Auction Process 

22 
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5 0 5  Q. Please describe tlie legislative atid reyuletory background leading to tlie decision tci 

cniiduct a competitive auction to pi-ocur-e 13asic Generation Sct-\.ice i n  A'eu Jersey. 

Cct-t~it i ly. 111 Jittiiixy 19119. l l i c  Xcu  .Icrscy IeSislaturc passcd tlir Electric Discount and 

Energy Competition Act  ("EDECA" 111- "the Act"). which W;IS sigied into law on 

Febt-uary 9. 1999. EDECA provided that all New Jersey retail electric ciistoniei-s could 

select their electric supplier starting on August I .  1999. EDECA also established Basic 

Generation Service ("BGS") as a regulated service designed to provide electricity to 

eiistoniers who, for whatever reason. did not arrange t o  piirchasc clectric supply fi-om a 

competitive entity. ( I n  N e w  Jersey, competitive entities offering unregtilated retail 

generation service are referred to as Third Party Suppliers or 'TPSs.) EDECA established 

;I transition period lasting four yeai-s and starting on August I ,  1009. During the 

A 

516 

5 1 :  

transition period, HGS riltes were frozen EDECA provided that, after the transition, RGS 

rates wcrc to be market-priced. 

For the first three years of tlic transition. t'ilcli Electric Distribution Coinpany 

("EDC") was required to continue to provide HGS to its customers. The EDCs all settled 

oii restriictiiring plms that involved divesting generation tlirciugh asset sales to ati 

unrcl;ited cntity or lhroclgh ti-arlsfcrs to  iiii ullregillated affiliate. Thc retail i-atcs for BGS 

were lixed for all four years to realize the clcctnc discounts specified i n  EDECA. The 

four EDCs used a \-at-icty of means to supply BGS customers during tlic first three ycars, 

r:tng:ing fi-om 3 fiill-reqiiircinents cotitt-:ict with ;in affiliate tha t  o w n e d  tmisfcn-cil 

generation capacity. t o  ii variety of market purchases of energy, capacity and other 

liedsing instnniicnts. The EDCs that relied on market purchases built itp substantial 

defui-red accounts thxt I-epresciiteil t h x  L'ICCSS o f  powcr acqiiisitiori cos15 o\.cr rc i~c t i i~cs  
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ll~orn the fiscd BGS rates. The EDCs \\ere etitillcd lo rccovcry o f  these deferred a111ott111s 

under the ternis of the rele\ ant sc'tt leti icnts. 

EDECA spucilied that iio l a t w  tliaii tlircc )ears after t l ic  stai-tiny date of  retail 

competition, the BPCi \vas to issue ii dccision as to \\.tiether to niahe a\.ailahlc to clcctric 

suppliers the opportunity to provide Basic Generation Service 011 a competitive basis. 

EDECA and the settlements reached by the EDCs in their restructuring cases 

contemplated that a competitive bid process would potentially be used to select BGS 

suppliers. 

On Junc 6. 2001. the BPU directed the lour EDCs to f i le specific proposals to 

implement a competitive procurement process lor hasic generation sewicc to he provided 

during the fourth year of thc transition period cstahlishcrl bv the Act.  The foiirth year o f  

the transition was from Augiist I ,  LOO2 to .rt~ly 3 I ,  2003. 

On June 29, 2001, the four IiIICs f i led a joint proposal to use ;I single statewide 

: t idon  process to  procurc siipply for L I I C  BGS load of :ill lootlr IIDCs. That p~oposal was 

the subject of substantial discovcry and other parties were invited to conrmcnt 011 the 

EDCs' proposal and submit aItcni;lti\:c proposals. .4fler c ~ m d u c t I ~ ~ g  a 11carIn~ and 

rcviewing corniiients from all intcrestcd parties, thc BPLJ in Dcceinber of ZOOl  approved 

the single statewide aiiction process for BGS to be held in Febniary of 2002. A s  retail 

BGS rates wcrc liscd for thc  fourtli year of the transitioii period, therc was a nectl t o  

cstablish the market price for nGS for that  y e i ~  in isolation so that any diffel-encc 

betwccn that !,ear's costs ntid fiueil rates could be deferred for later ~-econciliation. 'Thc 

supply pcriod was only one year. 



Rest,. Es. (1.0 

0 iSU 

561 

562 

S63 

564 

565 

166 

567 

568  

560 

570 

i 7 t  

111 June or l u l y  of eiicli succeeding y e x  t i l t :  EDCs have fi led a pt~oposid to 

procure supply for their BGS custoniers i n  compll;tncc \\it11 the BPU's directives. Each 

y c x ,  the EIICs havc proposcd a st:ttc\viclc auctioii p t ~  s to sitilultiuieously pt~ocut-c 

supply Cor a11 BGS load in the state. Each year, the BPU has recIuestetl :iltemi!tc 

proposals from other parties. or suggestions on improvements to the past year's process. 

Discovery has been served every year, and every year the BPIJ solicits comments from 

all interested parties, and the RPU holds a hearing process. Considet-ing the entire record 

in the procccding, the BPU then lias made B decision in November or December of each 

year. The BPU has authorized each year a statewide auction to he held in February. 

After the first year, ltow has the auction process changed? 

One iiiaior difference i n  the auction process that has occurred since 2002 is that starting 

in Fehruary 2003. there Iiaw been two auctions instead ofone. 

One auction is to procurc supply for all hut the largcr commercial and industrial 

customers. 'I'hc supply pci-iod for this auction (the I3(3S.Fr auction, "FP" for fixcd-pi-icc) 

is three years. The procurement is made on a rolling basis so that one-third o f  the state's 

BGS-FP load is tip for auction cacti ycar. 

The other auction, (the BGS-CIEP auction, CIEP for Coniniercial and Industrial 

Pricing) is to procure supply for thc larger conimercial and industrial customers. CIEP 

service is a real time energy pticc sewicc. Thc supply pet-iod for this auction is otic year. 

Another major diffcrence with the first attctioil is that starting with thc sccoiid 

auction. the results o f  tlic BGS auctiotis arc tlie hasis for establishing retail BGS ratcs. 

This Is becausc the retail rates were f iox t i  in  thc first year. But, as discussed above. the 



\Vhst  is your understanding of the goals of  the statewide auction pt-ocess in Ken 

Jersey? 

Based on m y  involvement in the desigi and implementation of  the BGS auction process. 

I believe that the EDCs had the folloi\.ins goals for the auction proposal that they offereti: 

I )  'Io obtain reliable supply on behalf of HGS customers at prices consistent 

with market conditions. EDECA specified that the prices charyed foi- the 

regulated RGS service should reflect the market. 'lhc EDCs were interested i n  

iniplenientin:r. an auction process that resulted i n  pi-ices reflective of market 

conditions. 

'To encourage ni:iximum participation by establishing a fair and transparent 

competitive process. The proccss should h t  transparent in temis of t l ic 

requirements for participation. the supply contract, the retail rates that will t-estilt 

from the auction, and thc manner in wliicli final auction prices arc detet-rninctl and 

[lie manner i n  which wiimcrs etiicrse at the auction. Thc process should bc fair i n  

terms of providing timely and equal access to infomiation for all bidders. 

To efficiently allocate supply responsibility over the multiple products in the 

auction. An efficient rillocation of supply helps to  eiisiirc that prices are best 

reflective of market and that any market perceptions regarding tliffercnces in 

sewing mi-iotis products are ruflccted i n  the prices 

2 )  
, .  

3 )  

26 
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609 

610 
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612 
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614 
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616 

-I) To have competitive entities take, manage, and pr-icr BGS Iisks. BGS is 

essentially ~i price-risk mana~cmciit sen ice  xliere compctitivc entities assemble 

supply components i i i  the cnmpctit i~c nlioIc'saIc iiiat~kut. assess [risks., price tlicse 

risks, and offer a tized price to c~istoiiier~. Regulation is not iieeded for a service 

(portfolio and price-risk mai~agement) where there is vigorous coinpeli[i\.e 

discipline. and having compelilivc entities manage BGS risks ensures that 

ctistoniers obtain the full benefits of this competition for the price-risk 

nianagement function. 

T o  implement a process for HGS pricing that encouraged the development of 

and efficient working of retail energy markets. This means pricing BGS at 

market rates i n  order to ericourage the devclnpment of efficient retail competition. 

BGS rates should reflect class, scasniiiil and t ime-okhy iiiarker differetices i n  

order to encourage efficient consumptioli and conservation decisions. :ind in order 

to minimize nori-prociiictivc customer switching in response to rate design 

inefficiencies. 

'To design a flexible process. A flexihlc pi-occss is one that can acconimodatc 

future refinements without radical overli~i~il. 

To minimize customer confusion. The procurement of RGS should, to the 

extent possihlc, prcscnt customers wlio stay on EDC seri'icc with the same tlpc of 

retail rate and billing that they had eqiericnccd previously. 

To preserve the financial integrity of the k:':uCs. RGS costs and reveniies can 

exceed 50% of  total LDC cost and rcvcmic. H(;S costs are an order of magnitiide 

Srcatcr thm EDC camin:;. Tlie E W s  c m i  no profii f i~oi i i  RGS mid could t in t  

5 )  

6 )  

7 )  

8 )  



0 0 I 7 atlord to lakc risk I t  \\as impcrat i \e 11i i i1  tli i. HGS process protcct IIIC financial 

integrity of the  ED(’s. 

\\-liy are tlie goals oftlie ;\‘en Jersey pi-ocess relevant t i1 th is  proceeding? 

The Ne\v Jersey process is an cxaniplc of an auction process to lirocure supply for defiiult 

custoniers that is working well and is considered a S L I C C ~ S S  by the regulator. by the 

distribution companies and by bidders. I t  is necessary to examine and understand the 

goals of the process to understand how the process was designed and how all elements of 

the process work together. All features of tlic propnsal \vci-e designed to work i n  conccrl 

with each other and to support the goals o f  the process. 

The Key Elements of an Auction Process 

Is it  correct that one of the items that  you were asked t o  prepare testimony on was a 

a x  

629 A. Yes. 

description of the key elenients of the New Jersey RGS :wction process‘? 

Wliat in your opinion are the key elements of the New Jerscy BGS auction process? 

I believe that there are eight key elenietits to any auction process thal will be used to 

procure clcctric service that will he supplied to retail electric customers. These elemcnts 

arc summari7ed bclow. 

1) Product design. .Ihc product des$ fully describes what is bcing procured at tlie 

auction. It includes a description of the ohlisations of the supplier upon winning. 

the allocation of-risks to the supplier, the tcii11 of supply. the ~iistoiners and load 

classes to hc supplied. etc. I;ltiniatcly. pi-oduct design should be fully described 

iii the supplicr contract. 

28 
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2 )  Auction ful-mat. Tlie auction forniat is the \ lay  i i i  iiiiich bids vi11 be sol ici ted 

arid acccptzd. tlw >\.;iy i n  ~ I i i c l i  b i d s  wi l l  l x  pn~essccl. t l ic  \v:iy ii c l c a i ~ i n ~  price 

will  be tletct~miiic~i. aiid the way i n  which wiiiiict~s wi l l  utiicrgc. 

Bidder intei-face. The bidder intert'dcc is the \\ ay i n  wliicli bidders are pm\itleil 

with infomiation about the auction pi~ocess, tlie way i n  which data is 

disseminated, and the way i n  which the auction opportunity is promoted. 

Qualification requirements. 

participate in the auction. 

Rate Design. The rate design paranietcrs specify how the auction results wil l  be 

translated into retail rates. 

Competitive safeguards. These are thc proecilurcs and featill-es of the auction 

process that promote competition at the auction 

Regulatory Involvement. 

other parties in tlic process. 

Cost recovery assurances. This is a description of the assurances sought from 

the regulator with I-espect to  cost recovery for supply an-angcd tlirou& tlie 

auction. 

3 )  

4) These are the procedures for qualifying bidders to 

5) 

6) 

7 )  This describes the role pl;iyctl by the rc::iilator iirid 

8 )  

1II.D. T h e  Key Decision on the Elements of the New Jersey Process 

Q. Are you able to describe the decisions were niade with respect to these elements for 

thc  !Sew Jersey Auction Process and how was each of these decisions important to 

the success of the auction process? 

A. Yes. 
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661 Q. Please address the decisions n u d e  wi th  respect to tlir first elernent. the product 

design, as it relates to the BGS-FP .-\uction. 

b ' i t l i  rcspcct to the  product design. scwral key ~Iecisioiis \\ere niadc. A. 

Tlie first decision v a s  to have winning suppliei-s p i - o d e  full-requirements 

scn4ce. 'This meant that the BGS suppliers \vould supply all components o i  BGS supply. 

including capacity, energy, transmission, and ancillary services. BGS suppliers would 

fulfill wholesale market credit requirements, and would take, manage, and price, all 

volume risks includiny those from wil ther  and customer migration. In return for 

supplying full-requirements scnice: suppliers \voulrl be paid for each k W h  o f  BGS 

energy delivered to tlie wholesale meter. Supplicrs would be paid as a fitnetion o f  the 

auction price, being paid the auct ion price times ;I siiniiiicr factor rcflecting higher 

672 a 673 

suninier costs irom .lune to September (e.g., tlie stininiet- factor is gi-cater than one anti, 

for cxample, might he 1.2) and the siippliers \vould he paid t he  auction price times a 

674 

675 

676 

677 

67R 

679 

680 

6s 1 

682 

68.; 

winter factot- rcflecting lower winter costs for the rcmaining months (c .g . ,  tlic winter 

factor is less than one and, for example, might he 0.9). 

llow did the decision to have winning suppliers provide full-requirements support 

the goals of the BGS procurement process? 

The decision for t l ie product to be full-requirements s~ipply supported many of the p a l s  

of tlic process. The fiill-requirements product directly contt-ihutcs to fillfilling the goal of 

having conipctttivc entitics take, manage and pncc RGS tisks. The fttll-requit-cniunts 

product places I-isk management responsibility in the hands of competitive entities that  

were hcst suited t o  take. m a n a ~ e .  and price thcse risks. This would ensnre t1r:it c i i~ to i i ie r~ '  

priccs arc ilisciplincd hy competitive forces. This also woi11d help x s i i t ~ e  that tlicsc 

Q. 

A. 
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6S4 sc~n ices caii bc pt-ovidcd as efficiently as possible, i.u.. u itli cach supplier rl-ec to Iicd:~ 

6 S 5  

h S 6  

hS7 

6S8 

68') 

(190 

69 I 

692 

693 

604 

or i i iect rcquitmiiciits in any \\;I! tliiit i t  cliosc, riitlicr than heins l in i i tcd by 1-cgul;itory 

re v i e\\. 

The l i t l l - i -equircments prodiict contrihutcs to the son1 01 maxiniiziiig paiticipatioii 

in the pmcess. I t  expands tlie hase of potential competitors. including tinancial players 

and marketers and traders without an asset hase in the region. Those entities are able to 

i ise specialized skil ls i n  price-risk management to assemble wholesale portfolios and 

competrr i i i  the auction Resp. Ess. 6.3 and 6.4 to tliis testimony siiiiiiiiat-ize the 

participation in tlie auction and document tlie fict that participation has not been limited 

to portfolio owners i n  the regions, hut lias instead included a broad hase of suppliers. 

including mmketers and traders, and financial players. 

695 

096 

A full-raquiremeiits product also avoids custoincr coitfilsian hy obtaining it  

market-priced fixed pricc service I h t -  ciistoniers so tliat custonicrs can reasonably hudget e 
697 

698 

699 

700 

70 1 

707 

703 

704 

7 0 5  

7 0 6  

for energy usage. The full-requir-cments product also contributes to the goal of 

encouraging cfticicnt retail markets. Thc price against which customers will evaluate 

con~petitive offers. tlic BGS pricc, is estahlished and known i n  advancc. Furthermore, i t  

Is set at  a inai~ket level tliat includcs ;ill whoicsale supply costs ;ind I-isks. 

Was there another decision with respect to the First key element, product design, 

that you helievc was important? 

Yes .  A second iniportant dccisioii was to determine the RCiS suppiicr rcsponsihility 011 

the hasis o f  "tranclies". where each tranche represents a fired percentagc orthe total BGS 

load rcqiiireinent for an EDC. Thc pel-centaxe of BGS load corresponditi: to 011e tranche 

\vas c l ioscn so th;it onc trmclie would be ahnut  100 IMW of peak load asuming i~oiiiial 

Q. 

A 

3 1  



707 coiiditioiis and no migration. A stipplici~ tIic111 bids to \ \ i n  a c e i m i i i  iiiiiiibcr of traiiclics:. 

m s  wliich translates to a sct pei-centaxc oi'tiie total BGS load reqiiii-ciiieiit 

:O!J Q.  

71(1 

7 I I A 

712 

713 

714 

715 

7 I 0 

717 

IIow did defining l l ie  supplier i-espoiisibilit! on the  basis of traiiches conti-ibute t o  

t i l e  goals'? 

Ilie dccision lor suppliers to he responsible for a percentaxe of thc BGS load 

requirements (and thus to be responsible for a pcrcentaze of the requirements for all 

customers) supported the goals of tlie process i n  the following ways. 

This decision avoided ciistonicr conftision. Customers are not assiyied to a BSG 

supplier, but continue to maintain a comnicrcial relationship for BGS with the EDC. 

Custorncrs are infonned that a variety of suppliers are respoiisiblc for BGS supply, but 

are not switchccl to another sripplicr. In the New Jerscy contest, whcre t h e  w a s  

718 considel-able backlash over "slaniminy" in the context of tcleplionc tlcregilation, th is is 

719 an imlio~lant consideration. This dccision contributed to n~axii~iizing participation. 

720 

72 1 

722 

72.7 

724 Q .  

725 

726 A. 

727 

Potential suppliers did not have to establ ish thc infrasti-tictiire necessary to establ ish a 

retail relationship with customers. and did not have to take collcction risk. Requiring a 

retail relationship \vould Iiave limited the ability of sonic market players to paiticipate In 

thc auction. 

Were there other decisions with respec t  to the first key element. product desiEn, that 

you belieye were import:iint? 

Yes. Two more majot- decisions that iverc nixie.  One decision was to have a standard 

supplier contract used statewide. During tlie rczulritory review of  the Auction Pi-occss. 

728 

72') 

suppliers have an opporitinity to coninlent on tlie contract arid the BPll makes the f inal  

decisioii on coiitr:ict ti'riiis. h f t c i  tlic flPLl l i a r  iii:ide its dccisioii. the contract ternis 3:'~' 
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7 ~: 0 iioii-iiegotiablc:. 'llre prospective hiddcrs i i u i s t  accept tlic coiitriicl tcniis bcrorc tlicy are 0 
7 3  I 

132 

-11 
:l-- Q. 

734 

735 A. 

7 3 5  

737 

738 

739 

740 

qualified for the auction .Aiiotlier dccistoti \ \ as  to procure tlic load on a rollin: three-year 

basis. 

f low did having a standard supplier contract and a rolling procurement structure 

further the goals of the process? 

The standard contract senwl to further several of the goals of the process. The use of a 

standard contract promotes the transparericy or the process and encourages participation. 

All hidders know the terms under which supply will be provided because the lenils arc 

standardized and are set forth in an ayreement that is made available i n  advance 0 1  the 

auction. Given that all prospective bidders accept these temis before the auction, and 

yiven that, as we will explain below. all  pi-ospcctivc bidders arc required to meet the 

74 I 

742 

same standard qualification requircmcnts. bids can he compared strictly on a price hasis. 

The detcmiination of thc final price and of the winners at tlic auction then can be made i n  

74 -3 

744 

741 

745 

747 

748 

749 Q .  

-. 
l>O 

751 *I. 

75' 

a transparent way through tlic auction fomial. also discussed below. A standard contract 

is also an essential item for ensuring fairness and for maximiziny participation in the 

auction. 

A rolling procurement structure promotes the goal of providing prices for 

custoniers that are rellective of market. while not cxposiny smaller customers to the 

possible volatility of short-tcmi market fluctuations. 

Can you please describe the decisions that were made with respect to the second key 

element, the auction format'.' 

Yes. In New Jersey. a clock ;iuction fomiat was selected. The clock auction format is a 

iniiltiple round, open. :ind siiiiiiltmcous auction. 
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Tlic clr)cL iiiictii~ii usud iii  N e w  Jcrscy ciui ix Jescr ibd as I'ollows. The BGS load 

of  each E D C ' t o r  a given tci-m is ;I pi-oduct in the auctioli. 111 r w n d  1 of the auction. tlic 

Auctio~i i~lanagei- i i i ino~inccs a pricc foI c i ich pi-oduct iii the auction. Biddet-s bid liy 

specifying the number -  o l  t i ~ m c h e s  they at-c willing foi- each product at t l ic pi-ices for 

round I .  Afler the first round of bidding, the Auction I\.lanager rabulates the bids fro177 all 

bidders. calculating the amount of supply bid for each product. I f  there are more tranches 

bid than are necded for a product, the Auction Manager will tick down the price for that 

product in the next I-ound. The Auction blaiiagcr aiinounces the priccs lor tlic next round 

Io the bidders. alotig with an indication o f  the excess supply i i i  the auction. Bidders are 

given time to consider this information. and then lhe iiext round begins. In the next and 

subsequent rounds, bidders bid at the nc\v priccs announced by the .4uction Manascr. 

Bidders statc how many tranches of each product that they wish to supply at that routid's 

priccs. Bidders may, i n  response to t l ie iicw pi-ices i n  t h e  round, reduce tlie numher of' 

trdnclics that thcy are bidding i n  total across a l l  products. If  a bidder reduces the number 

of tranchcs that the bidder wishes to bid in total, the bidder provides an exit price, which 

is the last and best offer on the tranches being \c.ithdrawn from the auction. (Bidders, 

howevcr, can never increase the total nuinher of tranchcs across all products.) Bidders 

also may switch their bids froni one product to anotlier product. Bidders switch by 

reducing tlie traiiclies hid on one product while increasing t l ic iinmber of tr inicl ies hid on 

imofher. 

The auction rules are dcsigied to eiisiirc that.  iS; i r  any time during thc auction. [he 

loads of all products are fully subscribed (1.c.. IOi~ each pi~oduct there arc sufficient bids to 

sct-ve its load), thcn the load of all products wil l  he fiilly subscribed at the end of the 
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I 6  at~ct io i i .  Tl ici~c are spccific iriiles that cnsu~~ t :  that this is ilic casc. First. i f  1111: pricc fur ii 

777 product does not c h a n ~ e  from onc troii i i i l  to tlie tiext. bidders c;itiiiot rescind their olTcrs 

.?, 1 , s  by I-cduciiig the nuniber of tranclics bid t'm th:u ~ i iwdi ic t .  Bids ;It a pricc arc fiini offers 10 

7'0 supply. I f  the price does not change, tlie offer iiust he h e l d  Sccontl, if the price fix a 

7S0 product does changc and ii bidder requests to switch out of a product or to reducc its 

781 number of traiiches bid. and if that request would result in a product being 

7S? undersubscribed, then the reqtiest c ~ t i  he denied. If a request to switch out or to witlidraw 

7x3 tranches is denied. enuugh tranclies arc retained to ensure that tlie products are h l l y  

784 subscribed. The tranches ale retained ;it llic pricc a t  wh ich  the bidder is willing to hid 

785 them (either an exit price if the tranche is withdrawn. or the last price at which the 

7s0 t1.anchc was hid if tlie hiddcr had rcquestctl a swi tch) .  

7s7 

788  

The aoction ends when the total number of trnnches bid equals thc numbei- 01' 

tranches being purchased. The biddets with bids remaining at tlie cnd of the auction arc 

the winning bidders bccausc they were willing to bid at the lowcst prices. 

A detailed set of ru les  comprising dorens of pages sets forth the procedures. 

How does the auction format, the second key element, work to advance the goals of 

tlie process? 

The auction fomiat chosen furthers sevcral goals. 

Q. 

A. 

The clock auctioi i  t'oriiiat is transparent mil maximizes participation. Bidders can 

clearly understrind how the final auctinri price is dctemi incd and how wiiininx biddei-s 

emcryc. The h c t  that the fomiat does riot atlvniitagc established players can encoura:e 

smaller. ncwer or non-affiliated bidders to participate. 
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The clock i itictioii foniiat is an o p w  auctioii. ,As I csplaincd above. I believe that 

this kind of auction fomiat c1ecrc;iscs the i incei ta inty faced by hiddcrs. As an auction 

t'omiat tl i i i t  pi-ovides lkedback to hiddcrs as tn thc co i i i~~~o i i  victv o l  thc 111;11~ket, this 

aitctioii foniiat is ai? elfecti\:e iiieaiis of elicitint: the bcsl bids \\hen all hiddcrs are 

evaluating a coniiiion market opportunity, as is the case for BGS load. By secing ho\v 

other bidders in tlie aggregate are responding. a11 individual bidder can adjust its bidding 

strategy and may well he willinS to hctter i t s  offer while i t  would not have had that 

opportunity in a sealed bid proccss. This auction lomiat is particularly well suited tn  

obtaining prices consis:ent with the market. 

The clock auction is a simultaneous auction. As I explained ahove, I believe that 

procurement of different products siiiiultaneously i n  a s i n ~ ~ l e  auction process leads to the 

efficient allocation of the supply responsibility over these different products. As bidders 

can observe prices and revise tlicir bids. tliose that can most efficiently supply a product 

wi l l  he more likely to win :ranches of that product. 

The clock auction is inherently a flexible auction format. I t  can accommodate, in 

otic siniiiltxicous auction, products of different temis, products for different ELKS, or 

products for diffcrcnt ei~stonicrs segnienls. The clock auction is ;in essciitial clcment of 

preserving tlie flcxibility of the process and of accomrnodatint: fiiture rctinenicnts. 

The clock auction also helps ciisiirc that all products are suhscrihetl, cveii if tlierc 

art' several small products that may not have attracted as tnucli intercst on their own. In 

tlie clock auctioii fomiat. all products can hc put at auction at oncc so that the hroadest 

r;cn:c of interes: is attracted to the ac~ction. and invited to bid even on s~ml lc r  products. 

i 11 
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824 A. 

825 
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s27 

X28 
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bids ~ n i t l  its pricc too will tick d o w n  

At-e there aspects of the auction 101-inat that yoti belieye are particulai-ly inipoitaitt 

in cootrihuting to the  success of the BCS auction? 

k-es. Of a i l  these ways in \vhich the auction Ibinrat conlt-ibutcs to the S L I C C ~ S S  oi' tlie 

auction process. 1 believe the main strengths of the clock auction in  the context o f  the 

New Jersey RGS auctions are the following. First. the clock auction provides feedback 

and infomiation to hidders, which encourages the best bids. Second, the transparency of 

the process encourages liigli participation and competitiw pi-ices. Finally, tlie fomiat 

allows for multiple products to be procured simultaneously leading to prices that are 

reflective o f  market conditions. 

Please describe the decisions made in the New Jersey BGS Auction with respect to 

third key element, the bidder interface. 

With rcspcct to tlic third element. thc Bidder 1 n t c l - l : ~ ~ ~ .  the decision \\*as made that the 

Auction Managcr would he the clenrin~hoiisc for a11 hidder inqiiiries, infomiation 

requests, and conimciits. The  Auction Manager would provide t imdy and fair access to 

infomiation for all bidders. 

More specifically. tlie Auction Managcr establishes a wcb site and obtains from 

the EDCs the data and documcrrts required b y  bidders to asscss the atiction opportiinity. 

l h e  Auction Manager conducts bidder infoniiation sessio~is to proniotc tlie auctioii. The 

8111 

84 I 

842 

Auction Lianayx informs potential bidders of regulatory dcvclopnicnts. I h e  Auction 

M;ina:er assists with urtderstanding application requirements and bidding procedures. 

Finally, the Aiictioii Mnnnger rcspontls to a l l  l i iddcr qiici-ies. The  ED( 's  do not dii-ectly 
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848 Q. 

819 A. 

850 

XJ I 
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respuiiil to any biddei- inquiries mid instcad refer all  qiicstiuiis and coiiiiiients to [lie 

Auction Manager. The Auction b l a i i a ~ e r  inay rcqtiire the :issistance o l  EDC personnel to 

respond to sonic of tlie inquiries if .  for csaniple, il biddcr inquiry could relate to tlic 

metliod iised to ohtaiii data posted to the web site. Even i f  t h i s  is the case. tlie Auction 

Manayerohtains a response fi-om the EDC and relays this respoiisc to the biddur. 

How does this help to achieve the goals of the process? 

Having the Auction Manager provide the hidder interface promotes the fairness of the 

process. All potential bidders receive identical treatment. which helps to encourage 

maximum participation and ciisiircs that iiicumhents 01- bidders affiliated with the EDC's 

do not receive any real or perceived advantage. 

Thc Auction Manager, it1 providiny the hidder interface. cvaluates the iiifomiation 

provided and assesses the needs and infoniiation requircinents of bidders. The Auction 

Manager strives elistire that for :ill necessary infomiation to be provided. lliis should 

dccrcase uncertainty for hidders and encourage tlie hest bids. 

Yon mentioned qualification requirements as a fourth key element of the process. 

Please describe those qualification requirements in the context of the New Jersey 

RGS auction and explain how they help meet the goals ofthat process. 

\hiIth respcct to the fourth element, qualification requirements, several hey decisions were 

Inade. 

~~ First, a l l  applicants arc required to accept the teniis of tlie st;iiitlard contract and 

the auction rules. Bidders cannot qualify Tot- tlie auction without I i a L ~ i i i :  acceiiled tliosc 

governing documents. This decision fiirtliers the goal of liaviny a fair atid transparcnt 

w x c s s .  
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w_ the q~iiililic~r~iut~ rqui~~erncrits ZIISLII-L' that, should tlic bidder coiiie to \v i t i  

at the auction. i t  will he able to iiicet al l  the requirements of the supply contt-act. To tlie 

extc.nt possible. the biddcr is askcd to sIio\\ that i t  alrcarly inccts. o r  that i t  will be ablc to 

meet by the stat7 of tlie supply period, any requit-emcnt imposed by l l ie  contract (cg. ,  

credit requirenients and licensing requirements.) This decision fiirthers the goal of-having 

a fair proccss and of  maximizing participation. I believe that these requirements are 

essential to allow all bidders to pxticipatc on an eqiial basis and to enable a price-dl-iven 

comparison of the bids. This also permits a rapid cxecution of supply contracts, thereby 

reducing any option premium. and ensuring that the auction produces the best bids. 

Thi~d,  the application process is in two parts. This a l l o ~ s  a list of bidders t u  be 

esl;tblished (:iller Par-t I )  so that cach bidder can cel-tify that i t  docs not have any 

agreement with another bidder that would ha1111 thc coinpclitivencss of the auction. T h i s  

decision woi-ks hand i n  hand wit11 the competitive safeguards presented below and 

ciisiircs that the auction is competitive. 

Please discuss the fifth key element of the RGS Auction Process. which is Rate 

Design and describe how decisions made in that regard further the goals o f  that 

process. 

The Ne\\> Jersey auction process has a pre-established irate d c s i g  methodology. Thc New 

Jcrsey EDCs Iilc. and the BPL; approves, forniulac for converting tlic aiiction prices to 

rctail RGS rates. Hencc, for any auction clearing price. the rctail rates that will prcr.ni1 

fnr BGS service are known. 

lh i s  serves several iniportant :oak First. it elicits the best possible bids by 

ennbl in~ hiddei-s to ~ - c ; l s r ~ n a l ~ l y  cv:iliiatc the potential for m i ~ p t i o n  a n d  to make bids tha t  



0 SS'J 

6')O 

h') I 

S')L 

s93 

894 

895 

S96 

897 

8 9 s  Q. 

s99 

902 

903 

9114 

905 Q. 

906 

907 

00s A .  

'109 

c) I n 

iwlluct ail analysis or [his i~ish. Sccond. i t  coiitiibuics lo tlic de\clopinent of cllicicnl 

cnei-sy markets b y  cnsrii-in3 that retail priccs reflect auctioii results mid thcrehy the 

niarket. 

The specific rate desisi1 methodology uscd i n  Ne\v Jcrsey triit~slatcs aiiction priccs 

into retail rates that are seasonul and soiiietinies vary by tinie of day. This specific 

feature further contributes to the goals by encouraging efficient consumption and 

conscrvalion decisions. An additional benefit is that by shaping prices scasonally. the 

incentive to same the BGS ol.feriiig by seasoiial switching is subs~antially reduced. This 

helps to limit customer confusion as it reduces the need fc!r switching resti-ictions. 

What  did you identify as the sixth key element of the New Jersey BGS Auction 

Process:' 

The sixth key eleiiieiit is competitive safeguards. As I have heen asked to specifically 

prepare tcstimony on competitive safeguards I will describe these in inore detail later. 

Competitive safe:uards contribute to the goal of attracting iiia~iniuiii participation by 

ensuring that the auction will be fair to all, and to the soal of ohtaining supply at 

competitive prices. 

You identified Regulatory Involvement as the seventh key element of the New Jersey 

BGS Auction Process. I lon i s  the New Jersey BPU involved and  how does that 

involvement support  the BGS Auction Process:' 

The BPlJ is intimately invol\ed in the process in New Jersey. R e ~ ~ l a t o r y  involvemuit 

helps to attract maximum iiiteinxt i n  the auction. as w e l l  as to help to provide assurances 

of cost rccovery. Lvhicli cnahlc suppliers to offer the lowest price consistent with m:irkct 
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involved i n  tlic process. 

l h e  eighth and linnl key elenirnt of the Ne\\ Jei-sey RGS Auction 1’1-occss is Cost 

Recovery Assurai ices.  Please esplain these and describe w h y  are they :ire a 

necessary part of the New Jersey BGS Auction Process. 

In New Jersey, the BPL! approves the formulas that will be used to develop retail rates at 

the time it approves t he  Auction Process. A t  the same time, the BPU also approves a 

rcconciliation clause that ensures that rc\wities billed to BtiS custoiiiers will equal 

paymunts made to BGS suppliers. The approval o f  the Auction Process and thc auction 

results constitute a finding of prudence. The BPU also approves as ptudent the 

contingency plans of  each EDC. In accepting the Auction liestilts tlie BPU approvcs the 

specific rates that come froin inipleinentation of tlic approved fomiulas. 

1 \vi11 address this topic latcr \\Iicii 1 discuss the ro1c of tlic \ w i ~ i o i i s  ciititics 

The EDCs still liave the respo!isibility to prudently adininistcr tlie contracts and 

any contingency plan pui-chases, but the (1 priori rate desiyii and prudence detcrniinations 

provide substantial asstimnce of cost recovery. This furthers the goal of maintaining 

financial integrity of the EDCs. Fui~tlicr, this helps to ohtain lower prices i n  the auction 

as i t  provides assurance that thc EDCs will be able to perform under the suppliur coiitr:ict. 

Do you believe that the New Jersey auction process has successfully met its goals7 

Yes. The auctions h;ive all heen successfiil at pimciiriiig tlie full volume. E;ich auction 

has attracted more interest and the auctions have become increasingly competilivc. ‘I’hc 

auctions have demonstrated that there arc many cntitics able and eager tn  assemhlc 

products in the coiiipetitivc w1ioles:ilc market 311d provide price-risk niana$emcnt 

sctvices. Thc \viniiers i n c l u d e  gciicrxticiii nsscts o\viici~s. cncrsy tradiiis and inarkctins 
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competitive and that the process \vorhs. .Cce Resp. L i s .  6.5 and 6.6 to  this testimony fnr ;I 

description of the t~csiilts of  the Nc\v Jtxscy HGS auctiotis. 

c o ~ i P E ’ r i m ’ E  SAFEGUARDS 

What is a “competitive safeguard”:’ 

By a competitive safeguard. 1 mean an element of the auction process that limits the 

scope for anti-competitive heliaviot-. Putting i n  place competitive safeguards serves the 

goal of maximizing the cornpetitivencss of the auction, and o f  obtainitit: supply (hr 

ciistoniers at prices that are consistent with market conditions. 

In  descrihing the elements of tlie New Jersey BGS auction process - and the process 

that Anieren is proposing in Illinois - you have noted that many elements of the 

process serve to maximize pnrticipatioii and promote maximum competitiori in the 

auction. If those elements are  in place and the process is designed to elicit maximllnl 

participation, why are competitive safeguards needed:’ 

Competitive safeguards are needed for two reasons. 

First, competitive safeguards serve as a prudcni safety net. Thc auction process is 

dcsigned to elicit the best participation in the proccss. But tlie paiticipation that in fact 

comes fonvard may not he sufficient to allow competitive forces to set the auction priccs. 

052 

05: 

Y Y  

Y5i 

<I56 

While the process can he designed to proniote competition. there may be market C V C I I ~ S ,  

changes in the sector, or criscs i n  the industry that negatively affect participation 

temporarily. Good planning rcquires that this contingency he examined and that ;i 

measure be ready and in place to ensure that the auction design promotes a competitive 

result even when participation is less than was dcsit-cd o r  anticipated. 


